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<< q, Ue d __> Letters to the editor, in whole or in part, are presented here as a contribution to current 
. an discussion of investment, economic and general financial subjects of public interest. 


ELMIRA, N. ¥. 
If you look back into the World War 


period, you will find without difficulty the 
names of a number of corporations that 
were founded to capitalize the boom, which 
names have long since disappeared. Some 
of them had to do with industries and 
others with foreign trade ventures. I can 
recall several of them for the excellent rea 
son that shares of a couple found residence 
in my safe deposit box until they were 
displaced by others of real worth. We can 
do without opportunist financing in this 
war, and it looks as though we will. Peo 
ple today can invest in the old, war 
resisting stocks that your articles have been 
referring to. 


Ee. L...P. 


DARIEN, CONN. 


If a paraphrase be permitted, you 
people “protest too much.” You overstress 
investment. Nothing you can write, noth 
ing that brokers can say, will—or should 
alter the Stock Exchange market into an 
investment market. The ebb and flow ot 
speculation supply—and should supply 
the sinews of public dealings on that mar 
ket. Such are the true functions of that 
market. 
that? 


Is there anything wrong about 
C.. €.. Fe: 


TOPEKA, KANS. 
I have been advised by to sell 
the following of my holdings of stocks 
bought on the Stock Exchange: (the half 
dozen issues included three prominent rails 


and three industrials). The proceeds would 


then be reinvested in the following stocks: 
... The advice is disinterested, of course, 
but the stocks I am advised to sell are in 
cluded among the long-term dividend pay- 
ers Which THe Excuance has published in 
its articles, and by and large they have 
paid me a fair income for five years in 
the case of four of them, while the other 
two have made really good dividends these 
last two years. These are the periods dur- 
ing Which I have owned the stocks. The 
advised change to others would, presum- 
ably, bring me larger dividends. Hesita 
tion on my part is due to uncertainty about 
what the proposed stocks would actually 
pay, Whereas I have a record of actual per- 
What is 


your opinion about such an exchange? 


F. O. McM. 


formance of the ones I now hold. 


Nore: This magazine does not act as an 
investment counsellor. In presenting facts 


about past dividend payments ot 


many 
listed equities, we seek to give a_back- 
ground against which investment decisions 
may be projected. 


RICHMOND, IND. 

The service which your “long time divi 
dend paying” stock articles have supplied 
me must be enjoyed by many larger inves- 
tors than I am, but I would like to write 
a commendatory word, nevertheless. 1 
would like to mention, too, that while a 
part of your magazine does not fit any need 
of mine, here in the midlands, at the same 
time | appreciate your effort to discuss the 
brokerage business and its questions sim 
ply. I do not have to read what is of 
slight interest, leaving more time to study 
the precise facts and figures about stocks. 


Ss. O: 


PLAINFIELD, N. J. 


An argument something like this oc- 
curred within my range of hearing in a 
railroad smoking car on Tuesday, Decem 
ber 9: 

“Of course, the Stock Exchange should 
stay Open in wartime, unless selling should 
grow beyond all reason. But stock prices 
should not be published because stock 
holders’ peace of mind would be helped 
ii they didn't have fluctuations to think 
about.” 

“You are wrong, absolutely. I'd worry 
more if I didn’t know what my own stocks 
were doing. There’s enough suspense 
around without being kept in the dark 
about the value of such property as stocks 
and bonds.” 

Analyzing my own impression of the 
subject, I, too, felt that it is better to know 
than not to know about price changes, 


even though declines may be sizable. 
Ey £ S. 
CHICAGO, ILL. 


After going through the painful business 
of selling a few of my stocks in order to 
record losses tor income tax purposes, | 
am wondering whether it was worth while. 
Both my broker and I certainly had to 
overwork our sources of information for 
the purpose of replacing the stocks sold 
with comparable issues—and I have a feel 
ing that we did not make any improvement 
by switching. In consequence I have ad 
vanced myself to a high private in the 
ranks of those who are “agin” tax laws 
which incite disturbance of a person’s 
holdings of securities. 


P. McD. K. 
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Private 


HE financing of victory stands out 

as a task which dwarfs all former 
concepts of governmental and_ private 
finance. The terms of the lend-lease 
operations and Canada’s action in can- 
celling the war debt owed it by Britain 
acknowledge that commercial arrange- 
ments between nations cannot be on the 
usual basis. Public funds have financed 
most of the expansion of war industries 
in this country as private investors like- 
wise have foreseen that the enlarged in- 
dustrial output could not possibly be 
accompanied by a proportionate in- 
crease in earnings. 

New corporate capital supplied by 
the private market through stock finan- 
cing totaled only $168,461,000 in the 
past year, and new corporate bond capi- 
tal amounted to only $868,854,000. 

Meanwhile, in the period June, 1940, 
through September, 1941, the United 
States Government approved 3,004 de- 
fense industrial projects having a total 
estimated cost of $5,260,463,000. Of this, 
$4, 266,707,000, or 81 per cent, repre- 
neal. pocanorae of public funds, 
While $93,756,000 constituted private 
hnancing. 

It would be foolish to say, in connec- 


tion with the war effort, that govern- 


Finance and the War Effort 


ment has “taken over” in the field of 
the private financial business, or that 
private finance has failed the country 
in a time of need. In a crisis such as 
exists today, the people—through their 
government—assume risks that might 
prove ruinous to individual enterprises. 
War is a collective effort which all 
know must inevitably end in a mone- 
tary loss. The government, through its 
power to tax, quite naturally becomes 
both 


collector and disburser of the 


funds involved. Private new capital is- 
sues necessarily are restricted to enter- 
prises which appear to have prospects 


of lasting stability. 


Volume of New Corporate Issues Rises 


As such, the volume of corporate 


new capital flotations last year, both 
stocks and bonds, was higher than in 
any year since 1937. But the long-term 
diminution of private new capital finan- 
cing is at once evident when it is shown 
that the combined corporate stock offer- 
ings of all the years since 1929 are not 
equal to the new offerings of that one 
year. New corporate bond capital has 
fallen off less severely, but the volume 
in 1941 was only 36 per cent of the 


1929 total. 


The trend is of direct interest to the 
New York Stock Ex- 


change because the history of the finan- 


market of the 


cial industry is that when offerings of 
new securities are extensive, the listed 
market is active, also. The reduction 
in new offerings in recent years coin- 
cides with low turnover on the Ex- 
change and fewer new listings added 


to its board. 


Enlist in War Cause 


For the duration, these considerations 
are seen as subordinate to matters re- 
lating more directly to the prosecution 
of the war. The different branches of 
the securities industry have been forth- 
right in enlisting their services and uni 
versally are giving the fullest measure 
of aid in the sale of defense securities, 
as well as in other ways. At this time, 
private finance sees itself first as a com 
plement to the enormous undertaking 
of public financing. 

In return, it feels that it may logically 
expect that in the days which lie ahead 
first principles will not be lost sight of 
—that the program of wartime finance 
will be evolved wisely and soundly— 
and that only those measures will be 


(continued on page 10) 
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HE nation-wide facilities of Amer F C A T AE SA pa E oO F 
ica’s securities organization is fully ' 


“a 


prepared to increase the sales tempo of 
the Defense Bond campaign. 
“We 


again,” epitomized the sentiment of the 


did it before, we can do it 


financial industry when the Treasury 


Department’s) go ahead signal was 


sounded a few days ago. At once the 


Stock Clearing Corporation of the New 
York Stock Exchange applied at the 
Federal Reserve Bank of New York for 
authority to act as an issuing agent. As 


an auxiliary sales measure, Emil 


Schram, President of the Stock Ex 


change, wrote to member firms, ask- 
ing for 100 per cent cooperation in in 


stalling payroll allotment plans for 


purchasing Bonds within their respec- 


tive organizations. 
The machinery of the New York 
Stock 


Assoc Latte mn, 


Bankers 
Stock 


Exchange, Investment 


the Association of 





U. 


S. DEFENSE BONDS 








Emphasis On 
Investment Quality 


“Our industry's concept of its 
opportunity may be expressed in 
very simple terms. The securities 
industry believes that these bonds 
do not have to be sold on a patri- 
We believe they are 
a fine investment for the public. 
the small and large investor alike. 
The patriotic impulse is a_ fine 
foundation upon which to sell 
these securities. but we can rest 
our effort upon the solid fact that 
these bonds are prime investments 
that will vield a real return to 
their owners.”—From the joint an- 
Stock Exchange 
and securities associations. on Jan. 
19, 1942. 


otic appeal. 


nouncement by 











i 


Exchange Firms and the National As- 
sociation of Securities Dealers, has been 
set in motion to speed the distribution 
of the Series E Bonds. Taken together, 
these organizations blanket the nation. 

The Treasury's approval of the indus- 
tiry’s program added to the Govern- 
ment’s sales facilities scores of thousands 
of men skilled in bringing public atten- 
tion to prime investment, operating out 
coast lo 


of thousands of offices from 


coast. The same spirit which aroused 
the securities business to do all in its 
power to “put across” the Liberty Loan 
issues of the first World War was in- 
jected into the giant task. 

The Treasury's approval, from a tech 
nical point of view, enables securities 
distributors to amplify work which was 
already under way, although somewhat 
restricted. Previously the physical de- 
livery of Defense Bonds Was performed 
through post offices, banks, savings and 
and credit unions. 


loan institutions 


Brokers and dealers could commend 
the Bonds to their customers, as they 
had been doing, by word of mouth 
and through advertisements for many 
months. But the filling of orders and 
the making of deliveries were outside 


of their jurisdiction. Under the new 





agreement, the securities industry may 
employ designated agencies, qualified 
by the Federal Reserve Banks, to handle 
The Stock Clearing Cor- 


poration is empowered by the Stock 


the Bonds. 


Exchange to be an issuing agent, subject 
to approval of the Federal Reserve 
Bank in New York. In addition, any 
brokerage or dealer house may become 
an agent by arrangement with Reserve 
Bank authorities. 

The stock exchanges and securities as- 
sociations had long been eager to join 
directly in the Treasury’s task of finane- 
ing much of the war effort by means of 
Defense Bond subscriptions, On May 1, 
Charles B. 


Chairman of the Exchange's Board of 


last’ year, Harding, then 
Governors and now an officer in the 
U.S. Navy, and Howland S. Davis, Ex- 
ecutive Vice-President, wrote to Secre- 
tary of the Treasury Morgenthau as fol- 
lows, in part: 

“The Exchange, through its members 
and employes, and through the partners 
and employes of member firms, will, of 
course, show their interest in these se- 
curities as individuals, but we would 
like to be of practical assistance as an 
institution if that is possible. We would 


(continued on page 14) 
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hatelends at Peak Since 1937 


BILLIONS 


Vv 
MARTON 


coM 


35.6 


coMMe 


40.2 


BILLIONS 


ave © 
gtocks 


ARKET ' 


F industrial output ts 
I high enough, corpora- 
tions can assume the burden 
of heavier taxes and rising 
costs and still pay a sattsfac- 
tory return to shareholders 
This was the theorem which 
held true in 1941. While the 
aggregate amount of divi- 
dends paid did not set a new 


record, it was a near record 


HUNDRED 
MILLIONS 


—exceeded only by the years 
1929, 1930 and 1937. Disbursements on 
common shares listed on the New 
York Stock Exchange amounted to 
$2,280,654,000—up 8.4 per cent from 
1940, but still 16 per cent 
below 1929's all-time top. 
Listed preferred shares paid 
pec: 3") $ 360, 367,000—9 per cent 
¢ higher than in the year be- 
1940 ore 
Although dividends 
comenns Weren't at a new peak, they 
were more widely distrib 
uted than ever before in the 


history of the Stock Ex- 


nunorend 2 
MILLIONS uy 


change; a total of 627 listed 
common. stock issues, and 322. pre- 
ferred issues, yielded a return. The 
slight increase in the aggregate 
amount of the payments, while a con- 
siderably larger number of 


LuE a companies were on a divi- 
stoc 


1) dend basis, refutes any im- 
(pec: | 


pression of ““huge war 
profits” by a limited num- 
1939 ber of companies. 

Whether 1941's theorem 


ON would apply again in 1942 


M 
coM NDS 


pivide apparently was a large ques- 


18. tion in the minds of inves- 
a “ 
tors at the year-end as they 
allowed stocks to sell at the 


lowest price-earnings ratio 


since 1932. At the close of the year, the 
entire common stock list was yielding 
7.6 per cent, on the average, based on 
1941 dividends and prices as of Decem 
ber 31. This is the over-all figure for the 
complete common stock list, including 
in the computation the stocks which did 
not pay dividends as well as those that 
did. 

Considering dividend-payers alone, 
their average yield was 9.3 per cent; the 
range of vields of these issues is shown 
below: 

Per Cent No. of 
Yield Issues 
Under 3.0 y 
16. 2: 18 
4-— 4: 26 


5.0 ~ 5. 46 
6.0— a 58 


70— 7 7 


8.0— 8. 60 
2... 

10:0— 
11.0—11. 
12.0—12. 
13.0—13. 
14.0—14. 
15.0—15. 
16.0—16. 
17.0—17. 
18.0—18. 
19.0—19. 

20.0 and over 

The stock market has now completed 
three successive years of declining 
prices, rising dividends. Common pay 
ments were able to move ahead in each 
of the past three years, but only under 
the impetus of a tremendous accelera- 
tion in industrial output. 

What war economy versus a_ peace 
economy means to the business volume- 
dividend relationship is shown by the 
following comparison: Industrial out- 
put, as measured by the Federal Re 
serve Board index. was 38 per cent 
higher in 1941 than in 1937. Yet the 


aggregate of dividends paid on listed 








common stocks was 4 per cent lower 
last year than in 1937. 

Even granting a further rise in indus- 
trial production, few observers are hope- 
ful that the earnings picture, generally, 
will be as bright this year as last. This 
would seem to add to the discourage- 
ment over the price outlook—except 
that stocks must already have heavily 
discounted some unfavorable influence 
by their three-year decline in the face 
of rising dividend income! 

Whether prices have completely writ- 
ten off all over-optimism and are down 
to the bedrock realities of a war econ- 
omy is, of course, a matter for individ- 
ual determination. 

In any event, the investor perceives 
that near-term earnings probably will 
be less of an influence upon stock prices 


than in normal times. If the market 


experience of the first World War has 
a parallel, he knows that prices prob- 
ably will follow the trend of the war 
news. Also, there continually lurks in 
the back of his mind the thought that 
inflationary forces may at some time 


take hold of the market. 


Output of Consumer Goods Drops 


As one object lesson, he has the his- 
tory of the London market, which has 
advanced widely despite decreasing 
earnings, rising costs and higher taxes. 

A drop of 20 per cent in the output 
of consumer durable goods in the 


United 


1941 gives him something else to think 


States since mid-Summer of 
about. Aggregate payments were lower 


last year in seven of the industrial 
groups represented on the Exchange 


(see accompanying table). Some sizable 








DIVIDEND PAYMENTS IN 1941 OF COMMON STOCKS 
LISTED ON THE NEW YORK STOCK EXCHANGE 


No. of Number 

Issues Paying 
Listed Div. 
Amusement oa < o- we 8 
Automobile . . . . . 61 14 
Aviation eee ew ee 12 
Building i. ke x a Oe 18 
Business & Office Equip. . 9 9 
Chemical ...... 67 60 
Electrical Equipment . . 17 13 
Farm Machinery a a 5 
Financial . . . ... 29 25 
Food 56 15 
Garment. . . 5 } 
Land & Realty . 5 2 
Leather . .... 12 8 
Machinery & Metal . 75 64 
Mining me 34 24 
Paper & Publishing . 25 21 
Petroleum ..... . 37 31 
meeeeees «ss ss s. BB 10 
Retail Merchandising 66 50 
Rubber & Tire . ~ * 6 
Ship Building & Operating 9 8 
Shipping Services 1 l 
Steel, Iron & Coke 38 31 
Textile 23 18 
Tobacco... ... 19 17 
All Publie Utilities . » 4 3] 
U. S. Cos. Oper. Abroad 23 13 
Foreign Companies . 13 1] 
Other Companies ee 3 8 
TOUS « «ss et « BBA 627 


Estimated Av. Yield 
All Stocks 


(Median) 


Per Cent 
Total Change 
Amount Paid From 1940 


$13.683.000 +12.1% 6.2% 
252.463.000 + 6.8 9.6 
17.472.000 66.1 7.6 
28.409.000 +15.3 8.5 
17.100.000 +20.5 10.6 
259.493.000 + 6.9 6.1 
65,932,000 —13.4 7.9 
24.710,000 +-27.1 6.3 
56.701.000 — 1.3 8.0 
131.040.000 10.9 7.1 
2.835.000 + 9.0 10.2 
209.000 —36.1 
12.163.000 110.9 ta 
87.964.000 111.0 10.0 
111.873.000 +12.8 8.6 
14.463.000 +12.6 95 
233.371.000 | 22.2 6.7 
160.640.000 +-12.1 
127.420.000 — 3.9 7.9 
13.518.000 + 93.6 13.6 
7.727.000 +76.6 ye 
300.000 — 
113.364.000 149.7 8.5 
19.760.000 32.0 7.9 
73.696,000 — 5.9 §.2 
310.817.000 — 6.4 8.0 
35.933.000 10.9 5.5 
51.453.000 — 0.2 10.6 
6.145.000 te Ba 9.4 
$2.280.654,000 8.4% 7.6% 











Yield Indicator 


As previously announced, THe Ex- 
CHANCE publishes periodically a figure 
of current yield for common stocks 
largely of investment standing. The 
compilation is limited to the 269 issues 
which have paid dividends for ten 
years, or longer. As of last December 
31. these stocks showed an average 
yield of 8.3 per cent, based on 1941 
dividends and prices at the year-end. 

The previous figure of yield for these 
stocks, using 1940 dividends and No- 
vember, 1941, prices, was 6.9 per cent. 











decreases, dictated more by heavier taxes 
rather than by production cuts, occurred 
among the land and realty companies, 
the public utilities and the tobacco com- 
panies. 

Meanwhile the rubber industry, whose 
outlook since appears to have become 
more clouded, increased its payments 
by 93.6 per cent; the shipbuilding in- 
dustry by 76.6 per cent; the aviation in- 
dustry, 66.1 per cent; the steel com- 
panies, 49.7 per cent; and the textile 
industry, 32 per cent. 

All told, larger disbursements were 


made by 300 of the 627 companies. 


Steel Has Biggest Dollar Increase 
The biggest dollar increases in com- 
mon dividends were made by the steel 
industry, whose payments went from 
$75,725,000 to $113,364,000; the petrol- 
eum companies, from $191,039,000_ to 
$233,371,000; the aviation industry, from 
$28,574,000 to $47,472,000; and the rails, 
from $143,270,000 to $160,640,000. 
Dividends in four industries—public 
utility, chemical, automobile and _ pe- 
troleum—bulk large in relation to the 
rest of the stock list, 166 companies in 
these industries yielding nearly 50 per 
cent of all common dividends paid. 
The 1939-41 industrial spurt has now 
outdistanced the 1935-37 prosperity. Ap 
proximately $6,220,000,000 was distrib 
uted on listed common stocks in the 
later period, against $5,790,000,000 at 


the earlier time. 


~ 








wee Oe 





ee 


— 


FF the lessons of the present war 
i prove anything, they prove that we 

not win a war by sitting behind our 
Maginot Lines, our Pearl Harbors, our 
Gibraltars or our Singapores. The old 


ige, the best defense is a good offense, 


holds truer than ever in war today—as 
well as in investment management. 
The crowning strategy of war is sur- 
prise, emblazoned in our military his- 
Braddock’s 
attack at 


defeat to the 
Pearl Harbor. 


War is full of surprises. These sur- 


tory from 


treacherous 


prises are reflected in values all over the 
world as mirrored in our securities 
exchanges. 

The lesson we can learn is that vision, 
constant revision and vigilant super- 
vision are needed in investment man- 
Port- 


folios should be shifted more than ever, 


agement now as never before. 


because great events which affect values 
occur with startling rapidity. Actually, 
therefore, war should increase the vol- 
ume of transactions in the securities 
markets because farsighted speculation 
is absolutely essential in wartime for 
the conservation of capital. 

It was just about a year ago, for ex- 
ample, when the oil stocks suffered dis- 
favor. They had failed utterly to par- 
ticipate in the 1940 Willkie market, and 
in the subsequent inflationary splurge. 
One of the large stockholders of Stand- 
ard Oil of New Jersey saw fit to dispose 
of half a million shares at a low figure. 


Automobile sales and profits, by con- 








: | | 
S YOUR INVESTMENT POLICY 


A Maginot Line? 


trast, were booming. Yet within a 
year, one share of Standard Oil of New 
Jersey could buy twice as much Gen- 
eral Motors as before. 

Or take those early casualties of the 
war, the motion picture companies. 
With their foreign business cut off, 
they appeared to be headed for bad 
times. The prices of their securities re- 
flected a sickening outlook. But, again, 
the cliché that Hollywood should be 
bought only on peace rumors—proved 
false. Priorities began to make most of 
American industry tighten its belt—ex- 
cept the motion picture companies. 
Furthermore, rising industrial wages, 
sweetened by time and a half bonuses, 
put spending money into the movie- 
goers’ pockets. The large fixed charges 
an advan- 


Movie 


of the theatre outlets were 
tage in a time of rising prices. 


stocks again came into their own. 


Growth Theory Loses Bloom 


The war has made us examine all the 
old axioms of the market place, just as 
World War II has made our soldiers 
and sailors re-examine all their military 
doctrines. One of the hardest dogmas 
to fall was the growth theory. After the 


depression of the early *30s, and particu- 


By Shelby Cullom Davis 


BRITISH COMBINE 


larly after the depression of 1938, the 
growth theory became accepted in the 
best investment quarters. You had only 
to buy a share in a company whose gross 
business and net profits advanced higher 
in peak periods than in previous eras of 
prosperity, so the theory ran, and your 
You 


always do better than the market. It 


capital would be safe. would 


was a good theory. But, even as the 
costly fortifications of André Maginot 
took no account of Belgium, the growth 
theory, too, left a loophole. Wars must 
be paid, at least in part, by taxes. 
Growth companies became more vulner- 
able than most to the heavier burden of 
taxation. Even though the last tax law 
alleviated their tax status to some extent, 
taxes have taken much of the bloom 
from the growth theory, and the growth 
stocks. 

The 


help his clients by studying military 


alert investment manager can 


strategy, too. Since the conclusion of 
the Tripartite pact among Germany, 
Italy and Japan more than a year ago, 
the possibility has existed that Japan and 
the United States would be at war. To 
many persons this was not a probability 
until the Japanese actually attacked on 


December 7—but the possibility always 






























existed. Such a possibility might well 


have caused the farsighted investment 
manager to exercise great caution in his 
appraisal of the outlook for the rubber 
companies. And yet, during the Sum 
mer of tg41, tire and rubber shares en- 
joyed a boom—and until Pearl Harbor 
were selling at the top of the year’s 


range while average stock — prices 


erovelled near the bottom. Another 
case where forward-looking investment 
management would have paid. 

Wars turn our ordinary world topsy 


Who 


enough to forecast more than a year ago 


turvy. would have been rash 


when to shares of American Airlines 
could buy two Southern Pacific bonds 
of the 1946 maturity, that the positions 
would be nearly reversed more than a 
year later—and the quotation on these 
lowly regarded railroad bonds would 
become nearly twice the quotation on 
\merica’s fastest’ growing company 
within one of America’s fastest growing 
stuff of which 


industries. Such is the 


markets are made—and sentiment never 


shifts more sharply than in wartime. 


Rail Bonds in 1938 De pression 


During the depression of 1938 railroad 
Waterloo. 


and 


bonds met their investment 


Values crashed to on« halt even to 


one-third of those prevailing in) 1927 


Word passed around among trust of- 
ficers, bank examiners and the invest 
ment 


community generally that the 


railroads were through. At the time 
they certainly looked it. 

War has changed the immediate out- 
look of the railroads, if not their future. 
Capacity business is assured for the dura- 
tion. The railroads are unaffected by 
priorities, at least as far as carrying trathe 
goes. Their cash position is the best in 
more than a decade. If the railroads 
use their rapidly increasing cash to retire 
their outstanding debt, the carriers may 
vet put their house in order—and rail- 
road bonds may regain favor. Purchas- 
ing railroad bonds could certainly be 
called taking an offensive position—tor 
considerable risk is involved. And vet, 
in this case, as in many others during 
wartime, the best defense may be a good 
offense, an aggressive forward-looking 
investment policy. 

Another lesson we can learn from the 
war is that prices, generally speaking, 
do not discount events far in the future, 
although we commonly like to think 
they do. When the Nazi war machine 
invaded the Low Countries in) May, 
iggo, there was extensive liquidation, 
even though this move had been fore 
America’s entrance 


cast. into the war 


was thought by many to have been 


“War should increase the volume of transactions in the securities markets because 
farsighted speculation is essential in wariime for the conservation of capital.” 






















amply discounted in advance—but agin 


the event shocked the stock market. 
Probably the explanation lies in the fact 
that those who follow the markets 
closely adjust their portfolios in advance, 
whereas the inactive clients do not do 
so unul the brusque event rears its ugly 


head. 


Put Facts Before Inactive Customers 


Here is an instance where investment 
managers could perform greater service 
to their clients and, incidentally, increase 
their own volume of business. If even 
the inactive customers could understand 
well in advance the implications of the 
“possibilities and probabilities,” then the 
market would actually be more shock- 
pre of when these disastrous events occur. 
Clients, no doubt, may become some- 
what weary discussing such “iffy” prob- 
lems, but they can be easily convinced 
that it is to their own advantage to 
keep abreast of the shifting currents, 
and ride their crest, rather than drown 
in them. 

Above all, in wartime it is the future 
rather than the past that counts. The 
good old names of the past, hallmarks 
of conservative investment, which any 
trustee would recognize at a glance as 
inherently sound, may not be the best 
investments at all. No dividend has ap- 
peared surer than the $9 paid annually 
by American Telephone, through thick 
and thin. But those who kept their eves 
glued on American Telephone’s past 
record have suffered grievous losses. 

We must learn to expect surprises in 
war and we must be more vigilant than 
ever in guarding our clients against such 
surprises. The unpredictable nature of 
warfare makes it certain that more shift- 
ing of portfolios is required than during 
peacetime. That is the conservative, not 
the speculative, thing to do. We must 
carry the fight to the enemy, without 
waiting for the ravages of war's in- 
evitable decimation of values to come 


to us. 





its Technical but Important to Investors 
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will differ widely from those arrived at 
application this year of the “Last- by previous accounting formulae; and 
In-First-Out’ method with respect to the investor who fails to take into con- 
pricing certain inventories... . 1 \s a re- sideration the effects of the change, 


sult of this change the consolidated either in comparing reports with those 
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inventories at Nov. 1, 1941, are carried 
at approximately $5,750,000 less than 
they would have been had no change 
been made.” 

“The effect on consolidated net profits 
(being profits after federal income 
taxes) for the fiscal year ended Nov. 1. 
1941, Was a reduction of approxi- 
mately $4,200,000 in such net profits.” 

The first of these paragraphs is from 
the remarks of George A. Eastwood, 
President of Armour & Co., in his re- 
cent annual report to stockholders. The 
second is from the certification of the 
same report by the accountants, Price, 
Waterhouse & Co. In both cases the fig- 
ures used are those applying to Armour 
x Cox of Illinois. 

The Armour report is alluded to be- 
cause it is timely. 

Similar statements have been made by 
other corporations from time to time 
over the past few years. Quite a num- 
ber more will probably appear this year, 
tor the movement toward the new 
method of inventory accounting has 
gained great impetus of late. These 


statements evidence the most important 


**LAST-IN-FIRST-OUT” SYSTEM 
FOR VALUING INVENTORIES 
HAS A BEARING ON TAXES 


By ARUNDEL COTTER 


TAX EDITOR « THE WALL STREET JOURNAL 


change—in the writer's opinion, the 
greatest forward step—in corporate 
accounting that has ever taken place. 
It is not intended in this article to 
argue the merits of the change, but 
merely to explain what it is and the 
manner in and extent to which it im- 
pacts earnings statements and balance 
sheets. For, since the new method 
ignores unrealized and unrealizable 
“profits,” which under the older systems 


were included in earnings, its results 





GALLOWAY 


of the same company in earlier years, 
or with other concerns still using the 
more antiquated methods, is likely to 
arrive at quite incorrect conclusions. 

Inventories—stocks of raw material, 
work in process, finished goods yet un 
sold—have always constituted the great- 
est corporate accounting problem. This 
in part because they usually are the 
largest item of assets, outside of prop- 
erty, but more because their value is 
subject to daily change, entirely outside 
of managerial control, that affects the 
financial condition and the profits of 
the company. 

For instance, a concern’ with $100,- 
000,000 of inventories on December 1. 
and a profit: for eleven months of 
$4,000,000, might, if the average market 
value of its stocks declined 5 per cent in 
the ensuing month, have found itself 
with a loss of $1,000,000 for the year— 
this, although its business in the closing 
months of the year had been entirely 
normal. 

On the other side of the picture, cor- 
porations in a rising market would have 


(continued on page 16) 





HAT of the position of old- 


established common stocks in 


connection with investments held in 
trust under present financial conditions? 
Where do “good” bonds, which are not 
included in authorized “legal lists,” 
stand in the estimation of bank trust 
officers and others responsible for fidu- 
clary investment? 

These questions have been pressing 
forward for a composite answer by 
State authorities and trustees during the 
last decade. They were answered by 
the Connecticut Legislature two years 
ago when, with the strong support of 
banking opinion, a bill was enacted 
which removed certain former statutory 
limitations upon trust investments and, 
in general, empowered trustees, unless 
otherwise restricted or authorized by 
the instrument creating the trust, to be 
guided in their investments by the 


judgment a prudent man would apply. 


BANKING COMMENT ON LAWS 
APPLIED TO TRUST FUNDS 


THE EXCHANGE has received the following 
expressions from bankers who are interested 
in the liberalizing of State laws in reference 
to the investment of trust funds. The question 
will be discussed at length at a meeting of the 
Trust Division of the American Bankers Asso- 


ciation in New York City next month. 
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In Pennsylvania, California, Minnesota, 
Texas and other States the questions 
are being pressed for solution by bank- 
ing associations. In Pennsylvania a bill 
to liberalize the law as applied to trust 
investments was laid before the legis- 
lature last year but was held over for 
further consideration. 

Would 


such as 


“Prudent Investors” laws, 


Connecticut has—which are 
analogous to the simple rule which 
Massachusetts has followed for many 
years in respect to trusteed and other 
fiduciary funds—be supported by bank- 
ers in other States and commended to 


legislative bodies? 


To Discuss Liberalizing of Laws 

Light will be thrown on the national 
state of opinion at the mid-Winter con- 
ference of the Trust Division of the 
Bankers 


month. Much of the three-day session— 


American Association next 
on February 3-5 in New York City 
—is expected to be devoted to ways and 
means for liberalizing the laws regulat- 
ing the investment of trust funds. Trust 
officers and others who have to do with 
fiduciary activities from coast to coast 
are scheduled to take part in the delib- 
erations. Experience of “prudent” in- 
vestment over more than a half century 


in Massachusetts will be analyzed. 
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The discussion of investment proce- 
dure in Massachusetts will be led by 
Mayo G. Shattuck, Boston attorney, 
who has appeared in support of liberal 
Bankers 


law before the California 


Association and meetings of trust men 





in that State and in Texas. In Massa- 
chusetts the legal rule may be sum- 
marized as generally stating that in in- 
vesting a trustee should be guided by 
the same considerations that a “prudent 
man” would apply in the safe invest- 


ment of his own funds. No statutory 
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rest ns as to class or caliber of 
securities to be owned by trusts are ap- 
plied in the Bay State, the selection of 
all investments—and _ responsibility for 
the selection within such limitations as 
the trust instrument may impose—being 






‘OF INVESTMENT 


the States is that eligible lists of bonds, 
chosen by State authorities, comprise 
the investments in securities which 
trustees, in the absence of wider author- 
ity in the trust instrument, savings bank 
and other fiduciary interests may pur- 
chase with funds entrusted to them. 
The lists, generally speaking, are limited 
to specified Government, municipal and 
certain mortgage bonds. While banking 
associations of a half-dozen States have 
in recent years directed legislative atten- 
“secondary” bonds and 


tion toward 


stipulated equities, a national move- 
ment has heretofore been absent. Such 
a national effort could find its roots in 
the February meeting in New York. 
That the conference is weighted with 
significance is learned from the program 
and also from preliminary discussions 
among trust men. It is probable that a 
draft of a proposed uniform bill for sim- 
plifying the supervision of trusteed 
funds will be considered; an integral 
part of a tentative bill would deal with 
the broadening of the field of acceptable 
securities and a wider freedom for trus- 


tees in making investments. 





known. The output of “legal” securities 
has receded heavily since 1933. Millions 
of dollars of older issues have been paid 
off. Income obtainable on gilt-edged 
securities has declined. During the de- 
pression years oi the 1930’s a great many 
bonds which had long been acceptable 
to State officials lost their appeal, were 
removed from a preferred position, and 
have not been restored. At the same 
time, trustees have felt that Federal and 
State laws have been tightened, instead 
of being relaxed so as to meet altered 
And, 


least important, fiduciary laws have not 


investment tendencies. not the 


recognized the notable increase in 
knowledge of securities among  cor- 
porate trustees which has occurred dur- 


ing the last ten years. 


Investment Knowledge Grows 


Many banks and trust companies 
have built elaborate and skilled research 
organizations. The smaller fiduciary 
institutions, which do not engage in 
meticulous inquiry into securities, have 
access tO a private investment counsel 


system which existed only in a_par- 
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more likely to occur, trust men report, 
in cases where the investment policy of 
the trust is flexible and where the 
trustees are permitted wide discretion in 
selecting investments. Such discretion 
is, broadly speaking, more apt to be 
found in a so-called “living trust” than 
will, although, of 


in one created by 


course, Many testamentary trusts like 
wise provide for wide discretion in the 


trustee. 

Rise in Discretionary Accounts 

It is evident in such studies of bank 
held trusts as may be derived from bank 
reports that the number of discretionary 
accounts, together with the investment 
capital involved, is rising steadily. 

Reports made by national banks to 
the Controller of the Currency disclose 


these figures: 


1930 1935 1940 
No. oF Trusts. . 79,912 129,711 137,629 
Livinc Trusts _ 69,162 71.062 
Court Trusts — 60,549 66.567 
The figures, taken from the Control 


ler’s reports, refer only Lo the fiduciary 
Details of 


trust accounts, it will be noted, were 


activities of national banks. 
not 
As a 


funds held 


made public as recently as 1930. 


matter of fact, statustics of 
in trust in this country are scanty. The 
figures on trusts in State banks, trust 
companies and among private banking 
firms reach no central clearing house, 


and the total can only be estimated. 


Proportion of Equities in Trusts 

The fact that equities have been prom 
inent in bank-trust investments during 
the last five years may be surprising. 
The Controller's report for tg4t indi 
cated that stocks comprised nearly 31 
per cent of total assets of trusts adminis 
tered by national banks, so why the 
urge to liberalize fiduciary laws ? 

The reply would seem to be that 
proponents of more latitude in the man 
agement of trusteed assets are concerned] 
with various other investments in addi 


Massit 


tion to bonds and stocks. The 





chusetts Rule, considered as a model by 
many bankers who seek liberalization, 
leaves investment to the judgment of 
trustees in any field where they elect to 
put trusteed funds to work. 

As to securities held in national bank 
trusts—"“private” and “court” trusts both 


-the Controller's report shows these 
proportions: 50.59 per cent in bonds and 
30.83 per cent in stocks. While it is pos 
sible that under the standard of “invest 
ments of a prudent man” applicable in 
Massachusetts and Connecticut, the pro 
portion of stocks to bonds in those 
States, where much wealth is held in 
trust, acts to raise the ratio of the for 
mer to the latter in respect to all trus: 
holdings, it appears obvious that more 
stocks are held in bank trusts of many 
other States than the layman would 


¢ Xpect. 


Finance and War Effort 


(continued from page 1) 


offered in the name of the war effort 
which have a true bearing upon the na 
tional war effectiveness. 

It is not too early to start thinking, 
even if distantly, of probable conditions 
in the post-war period. Leaders of both 
and have said 


business government 


that the rehabilitation of a war-torn 


“biggest job that 


world will present the 
free enterprise has ever undertaken.” 
Ganson Purcell, Chairman of the Se- 
curities and Exchange Commission, has 
pointed out that we cannot afford the 
risk of leaving any of our economic 
front undefended from the violent 
forces of post-war demoralization, “Na- 
tions will have to look to us for the 
capital and capital goods with which to 


rebuild their own productive machinery 


If we are successful in creating 
sound financial structures and prac- 
tices, capable of withstanding — the 


shocks of the reconstruction period, 


is littke doubt in my mind that 








Analysis suggests that a double influ- 
ence is found at work in the statistics. 
Testamentary trusts often find the 
trustee directed by will to retain secur- 
ities in the portfolio which are there 
when trusteeship is entered into. It is 
also permissible to reckon, inasmuch as 
a great deal of specific information 
about the background of trusts is lack- 
ing, that the discretion allowed trustees 
in connection with “living trusts” (and 
a fair percentage of “court trusts”) has 
been of influence in the selection of 
equities during recent years. 

Such considerations as this latter are 
likely to be weighed, along with others, 


A. B. A. 


month. The cited statistics indicate that 


when the men confer next 
precedents set by modern trust manage 
ment will be influential in shaping the 


discussion of State fiduciary statutes, 


the securities markets will be able to 
perform a very important service in 
post-war finance. 

“There will be a large job for those 
in the securities business. In the first 
place, it will in many instances be 
found desirable to capitalize those de 
fense plant expansions which can be 
turned to peace-time purposes. Second- 
ly, technological advancement is always 
greatly accelerated in periods of war. 
New 


which can later be turned to general 


products are being discovered 


commercial purposes and financing 
will be necessary.” 

All will agree with this role which 
Mr. Purcell foresees for the securities 
business. The remarkable unity achieved 
among all interests in the country al 
most overnight has been due, in no 
small part, to the considered attitude 
recently shown by most of the leaders 
in government. 

In effect, government has given a 
promise for the future—which makes 
the present all the more worth fighting 


for. 
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HONOGRAPH records popularly 
P priced at 35 cents, plus a Holly- 
wood touch to the recordings. Result? 
A $g,000,000-a-year business for Decca 
Records, Inc., whose capital stock was 
admitted to trading on the New York 
Stock Exchange on January 5. 

Starting in business in 1934 when the 
record industry as a whole was in the 
doldrums, Decca made its first monthly 
profit in December, 1935, and has since 
moved up to the point where its unit 
sales are believed to be the largest in 
the industry. Decca’s merchandising 
enterprise is typified by its chain store 
experience. While formerly these stores 
had difficulty in selling records at 25 
cents apiece, they have been able to 
“move” the Decca brand at 35 cents. 
The principal outlets for the company’s 
products are individual retail dealers, 
chain stores, department stores, coin 
phonograph operators and, to a small 
extent, mail order houses. 

Deccea’s arrival upon the scene com 
cided with a rebirth of the entire rec 
ord industry. After industry sales of 
only around 10,000,000 records in 1933 

about equal to the 1g07 level—sales 
mounted, according to trade magazine 


and other industry sources, to some 


Bing Crosby and the Andrews Sisters record a number. 


DEC 
JOINS 


35,000,000 to 40,000,000 records In 1939. 
and close to LOO0O0O,000 records in IQ4I. 

Some causes of the rise are: (1) avail- 
ability of good records by well-known 
artists at a low price; (2) the introduc- 
tion of low-priced record players; (3) 
several years ago when radio manu- 
facturers saw the prices received for 
radio sets steadily declining, they  re- 
introduced radio-phonograph combina- 
tions in an effort to halt the trend. The 
idea took hold quickly and unit sales 
of combinations rose from 70,000. in 
1937 to 1,700,000 in 1941, and (4) the 
number of coin-operated phonographs 
jumped from about 20,000 in 1934 to 
an estimated 300,000 in 194i (these ma 
chines take approximately 20 per cent 


of the record industry's output). 


Artists with Decca 

Decca was quick to apply the Holly 
wood touch to its business. Bing 
Crosby was one of the first artists to 
sign with the company and its current 
list of stars includes such other well 
known names as the Andrews Sisters, 
Fred Astaire, Connie Boswell, Deanna 
Durbin, the Ink Spots, Carmen Mi 
randa, Judy Garland, Irene Dunne and 

(continued on page 14) 


Window display fea- 
turing Decca Records. 
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BY THOMAS B. MEEK, President, 





ASSOCIATION OF CUSTOMERS BROKERS 
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written about 


UCH has been 
the functions of the securities 


market in the general war effort. The 


subject is of sufficient importance to 
bear repetition. America is fighting to 
preserve its way of life, of which a 
basic element is the capitalistic system. 
The keystone of that system, as this Re- 
public has always known it, is the se- 
curities market. 

Although one cannot foresee the 
social and economic changes which 
may grow out of a world conflict, there 
is nothing in sight to indicate that the 
public ownership of equities will be 
restricted; and part and parcel of own- 
ership is adequate marketability. Never 
has this latter need been more em- 
phasized than it is today. 

A large amount of funds to expand 
war production is being, and will con- 
tinue to be, raised through the sale of 
new corporate securities to supplement 
the projects by 


financing of war 


the Government. Maintenance of a 
continuous, orderly market will per- 
mit necessary liquidation to pay taxes. 
It will expedite investment to provide 
needed income and keep private funds 


employed. Moreover, a freely func- 
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tioning market will continue to pro- 
vide an indicator of underlying public 
psychology. 

This last factor is more potent than 
might be realized when it is first con- 
sidered. In recent days, after news- 
told of 


feats for the Allied forces in the Far 


paper and radio reports de- 
East, it has been reassuring to find the 
market well insulated against bad news, 


with its eyes on ultimate victory. 


Sound Bonds 


The particular services which cus- 
tomers’ brokers can render to clients in 
wartime are manifold. At the top of 
the list is the duty of urging the pur- 
chase of United States Defense Bonds. 
Not only is this investment an obliga- 
tion of our entire nation, but the funds 
realized may be regarded as a pledge 
and insurance of our future. 

Of late many analysts have regarded 
gilt-edge corporate bonds as too high 
in price for the rank and file of inves- 
tors; but Defense Bonds, because of 
their price stability and security, as well 
as their patriotic appeal, should be in- 
cluded in investment portfolios. It is a 


great satisfaction to the financial com- 
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munity that the Treasury Department 
has ruled that brokers may extend their 
services to clients for the purchase of 
the Bonds. Members of the financial 
community are already working in the 
Defense Bond campaign, but in the 
first World War, it will be recalled, the 
entire forces of brokerage firms par- 
ticipated in the Liberty Loan drives. 

The customers’ broker can urge calm 
and thorough appraisal of each invest- 
ment situation as well as of the long- 
range outlook! 

One of the most persistent inquiries 
that customers’ brokers receive these 
days is this: “Do you think the stock 
exchanges will remain open?” No one 
is sufficiently clairvoyant to give an ab- 
solute reply, but apprehension may be 
lessened by pointing out some signifi 


cant facts. 


Example Abroad 


The London market has been kept 


open under the most adverse condi- 


tions. The will to carry on has been 


When Hitler 
seemed about to invade England in 


unswerving over there. 


September, 1940, The London Econ- 


the installation of 


omist 


proposed 









phones in air raid shelters for brokers 
and jobbers, or the establishment of 
each section of the market in large 
sheliers so that dealings could be car- 
ried on, or of the use of the Exchange 
building as far as possible, allowing for 
bombing interruptions and an occa- 
sional retreat to the basement shelter, 
concluding, “Either system would go 
a long way toward providing the coun- 
try with the true essentials of a central 
market.” 

Despite the unorthodox economics of 
the totalitarian nations, their bourses 
are still functioning, and the reopening 
of stock exchanges in occupied coun- 
tries has occurred. Markets have been 
found necessary everywhere. 

In making suggestions for the invest- 
ment of new funds, or for the sale or 
switch of existing holdings, the cus- 
tomers’ broker faces a difficult task— 
but it is a task that should be met, 
although it requires painstaking study. 
It is encouraging that the public, when 
it asks for counsel, does so with an 


understanding of the uncertainties in- 


Display on the floor of the Stock Exchange 
during the Liberty Bond drive in 1917 





































































































On the other hand, the brok- 


volved. 


erage community is conscious of the 
need and demand today for adequate 
information and_ professional advice, 
and will strive to meet it. 

Many questions arise concerning the 
effects of new conditions on securities. 
What companies can adapt themselves 
What 


companies will have higher earnings in 


quickly to war production? 


war than in peace? How will possible 
changes in taxation methods affect the 
prices of various securities? And _ so 
on. Within the past month there have 
been interesting shifts of opinion re- 
garding certain groups and specific is- 
sues. The motor group is a case in 
point. After being under pressure be- 
cause the industry had lost its peace- 
time production, it was suddenly real- 
ized that war volume in dollars of the 
auto group would equal or exceed nor- 
mal orders. The sudden revival of the 
much-trampled-on traction shares was 
due to realization that people would 
be using street cars and buses more, in- 


stead of private automobiles. 


A Glance Abead 


When the customers’ broker is con- 


fronted with “what about after the 


war?” he has a hard nut to crack, 


indeed. Some of the prophecies of 
the aftermath are so dire as to make the 
future of cash more dubious and _ the 
ownership of securities and property 
only slightly less so. 

There are, however, brighter elements 
in the outlook! First, it is possible to 


visualize broad securities markets in 
this country when war is over. London 
has been forced to abandon its position 
as international banker, and has largely 
liquidated the majority of its hold- 
ings in foreign securities. For the first 
time, the United States is becoming 
really internationally-minded. Its armed 
forces may fight in all parts of the 
world, and whether they do or not, we 


are more conscious today of distant 









sources of some of our vital raw ma- 


terials and our economic dependence 
This 


country is ready for a broader interest 


on other parts of the world. 
in world securities, and the trend is 
already manifest. 

The dislocations of war, the need for 
substitute materials, should result in new 
methods, new discoveries, new inven- 
tions. When peace comes there may 
well be another reorienting of industry 
and the development of many _ profit- 


able enterprises. 


Possible Changes 


In the financial community _ itself 
plans are proceeding to provide a better 
and more efficient market place and 
higher professional standards during 
and after the war. All this does not 
overlook the possibility that there may 
be many interruptions to our markets, 
and possibly changes in the methods of 
handling transactions. There will be 
losses in personnel to full-time war ser- 
vices. Many have already taken up 
military or government duties. Others 
are devoting part time as air raid war- 
dens, auxiliary firemen, air raid spot- 
ters and in other civilian defense ac- 
tivities. 

Changes in operations may be neces- 
sary, such as combination of wire fa- 
cilities, elimination of costly services, 
shortened trading hours, etc. There is 
war 


But 


through it, we should keep in mind the 


no telling what restrictions the 


may impose on our business. 
importance of maintaining continuous, 
orderly markets as a contribution to the 
present and future economic strength 
of our country. 

It would be logical to expect that in- 
dustrial innovations of the future will 
grow out of today’s commonplace in- 
dustrial processes. Continuing effective 
service of investors requires that their 
brokers keep constantly abreast of new 
developments which may be expected to 


have a bearing upon securities values. 
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Decca Records Joins Trading List 


(continued from page 11) 


Mary 
Jimmy Dorsey, Woody Herman, Guy 
Fred 
Waring, Russ Morgan, Bob Crosby and 


the Casa Loma Orchestra of Glen Gray, 


Martin; and the orchestras otf 


Lombardo, Jimmie Lunceford, 


as well as many others. 
The 


arusts usually are on the basis of royal 


company’s contracts with its 
ties on sales of records actually made. 
In the few instances where guaranteed 
sums are provided for, these generally 
have hot exceeded the demonstrated 
earning power of the artist. 

Decea has about 10,000 recordings in 
all—made up of 8,000 titles in its pop 
ular and standard catalogue, and an 
other 2,000 in its classical and person 
ity catalogue. Although the emphasis 


has been upon popular music, the com 





All Out for the Sale of 
U. S. Defense Bonds 


(continued from page 2) 


appreciate any suggestion from you by 


which we could be of further aid in 
some special way.” 

On December 11, Emil Schram, Pres 
ident of the Stock Exchange, wrote to 
President Roosevelt: “It is my privilege 
to send this message on behalf of the 
New York Stock Exchange, its mem 
bers, its member firms, and its entire 
stall and organization: that in your in 
vincible leadership of our nation at this 
time of grave crisis you have our fullest 
measure of loyalty, support and cooper 
ation.” Mr. Schram sent jointly with 
James F. Burns, Jr.. President of the As 
sociation of Stock Exchange Firms, a 
telegram to Secretary Morgenthau on 
December 16, “ We urge that our 


country-wide system of securities dis 
tribution be utilized as is our banking 
system in the sale of Defense securities.” 
On December 30, the Messrs. Schram 


4 


pany also produces classical and semi- 


classical recordings, dramatic — pieces, 


children’s selections, Latin American 
music, and other novelties and album 
sets. 

Acquisition of the Brunswick Com- 
pany early in tg4t has given Decca con- 
trol over an additional 7,000 to 10,000 
matrices (master records), from which 
pressings are to be made as soon as the 
company is able to expand its facilities. 

The company operates two recording 
studios in New York City and one in 
Hollywood, Calif.; and manufacturing 
operations are carried on at three plants, 
in New York, N. Y., Bridgeport, Conn. 
Ind. 


capacity of 


and Richmond, These have a 


combined approximately 


250,000 records a day on a_two-shift 


basis, and currently are being operated 
at about go per cent of this capacity. 
The 

] 


wholly-owned distributing branches lo 


company through 32 


operates ; 


cated in the principal cities throughout 
the country and plans to open more in 
1Q42. 


Net sales and net income reported 


for the past six years have been as 
follows: 

Net Net 

Sales Income 
Year ended 8/31/36. S1.O85 811 $80,333" 
Year ended 8/31/37 1,748,829 80.245 
Year ended 8/31/38 . 2.422.425 207,122 
Year ended 8/31/39 . 3,579,419 373,993 
+ mos ended 12/31/39 . 1,683,004 = 180,675 
Year ended 12/31/40 5,231,481 433,713 
9 mos. ended 9/30/41 5,724,403 519,651 


* Loss. 


Dividends were first paid in 1937, and 
have been paid in each succeeding year. 
The company’s capitalization consists 


solely of its capital stock. 





and Burns wrote the Secretary, suggest- 
ing that the Stock Clearing Corporation 
be authorized to act as an issuing agent 
for the Bonds, a proposal which has 
been accepted. 

The 


and the National Association of Securi 


Investment Bankers Association 
ties Dealers, which include many Stock 
Exchange firms, were equally active in 
offering their facilities to the Govern- 
ment. 

The joint effort of the securities men 
brings into the Defense Bond campaign 
a fresh sales appeal, as the quotation 
found on page 2 reveals. Heretofore, 
the Bonds have been distributed largely 
on the basis of patriotism. To designate 
Bonds 


Defense as first-grade invest 


ments is merely to emphasize what 
every investor knew, yet a commenda- 
tion from “professional” sources, based 
on security and yield, should carry 
weight with all classes of people with 
funds to invest and thus broaden the 
field of distribution. 

While Series E 


Detense Bonds are 


not. strictly comparable with Liberty 
Bonds of 1g18—the former being sold 
on a discount basis, while the latter 
were ordinary Government bonds sold 
full re 


sources of the nation” applies to both. 


at par—“investment in the 

The convenience afforded buyers who 
are used to doing business with their 
own brokers, adding securities to their 
existing accounts or having delivery 
made on cash purchases, should act to 
expedite sales. 

At this early stage of development, it 
is hardly possible to determine the num 
ber and = geographic distribution of 
broker and dealer offices engaged in the 
direct sales enterprise. When individual 
firms desire to qualify as issuing agents. 
certain formalities will be required by 
the Treasury, which entail negotiation. 

But, broadly, the joint power of the 
entire industry, which normally distrib 
utes many billions of dollars of secur 
ities annually has thrown its energ\ 
into the greatest undertaking of the kind 


that this country has ever engaged in. 





H°“ many common stocks would 
you say advanced last year against 
the downward trend of the market as 
a whole? 

Two hundred and_ six stocks—or 
about one of every four common issues 
on the board—improved in price from 


And the 


latter date, it will be remembered, rep- 


January 1 to December 31. 


resented near lows for the year for the 
stock price averages, following exten- 
sive selling for tax purposes and the war 
declaration by the United States. 

The ability of these 206 issues to ap- 
preciate in value, while unfavorable de- 


velopments were dragging the 


rest of the stock list down, 
points strongly to the extreme se 
selectivity ruling stock price 
movements. vi 


The action of all listed com- 
mon stocks over the past year 
3 120 

is reviewed in the chart at the 


right. The average experience 


° 
° 


was a decline in price of 17.2 


fo. d 


per cent—that is, the number 


of issues which declined by — ° 0 
more than this amount is © 
equal to the combined num > 
ber of those issues which de- 

clined by a lesser amount, and : 


those which advanced in price. 
As far as extreme fluctuations 
were concerned, chances were 
about equal on either side of 
the scale—16 issues increased 


more than 60 per cent in price, 


COURSE OF STOCK 
PRICES IN 1941 


Record Shows 206 Advances 
Against 628 Declines 






while 22 had a comparable depreciation. 

Reference to the summary of yields 
on page 3 will show that in many in- 
stances dividends largely offset the de- 
preciation in values. For example, based 
on year-end prices, 274 common issues 
vielded 10 per cent or more in IQ4l. 

A clear case can be made out for 
greater price stability on the part of 
dividend-paying issues, as contrasted 
with non-dividend payers. The former 
declined 14.5 per cent in price, on the 
average, while the issues not on a divi- 
dend basis suffered an average deprecia- 


tion of 25 per cent. 


PERCENTAGE CHANGES 
DECEMBER 31 





PERCENTAGE CHANGE 


The price experience, viewed by in 
dustrial groups, also is revealing. The 
industries which had the most favorable 
trends were: 

Median Price 


Change of Stocks 
in Group 


Garment 6.0 
Petroleum No Change 
Farm Machinery . . . —3.9 
Amusement . . . . . —45 
Chemical —6.2 
Leather . ; —k.3 
Ship Bldg. & Oper. —y.0 


A majority of these are war industries, 
but there also is a fair representation of 
peace-time enterprise. 

For a year of gathering war clouds, 
culminating finally in the declaration of 
war by the United States, it can be said 
that the record of the securities market 
as a Whole was one of equanimity. 

The experience of listed stocks, in 
general, differed from that recorded by 
average issues on the London Stock Ex- 
change. Over there the average course 
of equities was upward, despite the ebb 
and flow of developments on the sev 


eral war fronts. 


IN THE PRICES OF 834 COMMON STOCKS 
1940 to DECEMBER 31, 


1941 


WM wo vances 
r, 
CHJAA rc Lines 


IN PRICE 








It’s Technical But 


Important to Investors 


(continued from page 7) 


found themselves with large book profits 
tied up in high-priced material stocks, 
profit which they could never realize 
since, so long as prices held, the stocks 
when sold must be replaced at as high 
or higher prices. And, if prices declined, 
the inventory must be written down to 
market. 

Management, long at the mercy of 
price level changes which sometimes in 
a single year wiped out the apparent 
profit accumulations of several good 
years, sought long for a cure to this evil. 
As a result of this search the Last-In 
First-Out method of inventory account 
ing was evolved. Since this method 
ignores the book profit on inventories 
in times of rising prices and makes its 
user more or less immune to inventory 
losses in cyclical down-swings, it is 
obvious that earnings results, when it is 
employed, will differ widely from those 
arrived at under the older First-in-First- 
Out, or even under the method that has 
been reasonably popular in late years— 
the so-called “average” inventory, more 


or less mid-way between the two. 


Many Facets to Question 


It would take a volume* to describe 
Last-In-First-Out, or as it is now popu- 
larly called, LIFO, in detail. 


however, stocks of goods of all kinds, if 


Briefly, 


their replenishment is essential to the 
corporation’s continuance as a going 
concern, are regarded more or less as 
fixed assets; or, if you will, as so many 
pounds of copper, cotutton, wool, steel, or 
what have you. Since they must be 
given some dollar value on the balance 
sheet, they are given, in reality a fixed 
value, which is not affected by subse- 
quent changes in the market. The use 


volume—Fool’s Profits—by the 
writer of this article. 


* There is a 


160 


of the system has been legal for tax re- 
turns since 1939, and corporations using 
it must “freeze” the stocks at the average 
cost prices of inventory on hand at the 
beginning of the fiscal year when the 
system was first adopted for tax pur- 
poses. 

This does not mean, as some have con- 


cluded, that these frozen stocks are never 





ARUNDEL COTTER — Commenta- 
tor on industrial and economic de- 
velopments. 











physically sold. They are, naturally, 


moved out in the normal course of 
events. But they are replaced, without 
change of book price, by new goods 
coming onto the shelves, providing 
quantities remain constant. 

The result is that goods last acquired 
from the 


are costed against sales: 


accounting standpoint the last gooc!s 
purchased are the first sold—hence Last 
In-First-Out. Incidentally, this has the 
further advantage that manufacturing 
and other costs are always figured on 
conditions as they exist at the time and 
not as they have existed months or even 
years previous. The dead hand of the 
past is not allowed to affect the results 
of today. Reported profits are also cash 
profits. 


Since stocks are frozen at a fixed price 


it admittedly is advantageous to have 
this price a low one—for reasons of con- 
servatism. And as it is not always pos- 
sible to make the new method effective 
in a period of low prices this difficulty 
can be and usually is overcome by set- 
ting up a reserve from surplus to bring 
the inventory figure down to a low net 
cost. 

Because unrealized profits in inven- 
tory, which ordinarily can be recorded 
only on a rising business tide, are 
ignored when LIFO is used, it follows 
that profits as reported, either to the 
stockholder or to the tax gatherer, will 
be smaller than if the older accounting 
methods were used. Conversely, since 
profits will be reduced little if any by 
write-downs on a declining trend, earn- 
ings then shown, as well as taxes, are 
likely to be larger. 

The Armour & Co. report, already 
mentioned, provides an excellent ex- 
ample of the effect of inventory profits 
upon taxes and earnings. 

Armour changed last year to LIFO 
for only a part of its inventory, a little 
more than one-fifth. Yet the report 
states that the resulting difference in 
stated inventory was $5,700,000, and that 
the net effect upon earnings for the 
year was $4,200,000, the difference be- 
tween the two figures presumably rep- 
resenting roughly the amount of addi- 
tional tax that would have been paid 


had the change not been made. 


Task for Accountants 


There are many accounting and legal 
technicalities involved in changing from 
one system to another and it seems likely 
that this was the only reason that 
Armour did not apply Last-In-First-Out 
to its entire inventory. Had it been able 
to do so, it is plain that a much more 
decided difference in profits would have 
been shown, that taxes would have been 
correspondingly reduced. 

Being human, the average stockholder 


might well question how he benefits by 


the use of an accounting system that unexcelled, indeed unequaled record of — must base their appraisals of value. 
shows smaller profits in good times. If, the relatively few companies that ap- The New York Stock Exchange has 
however, he realizes that “profits” that plied the LIFO principle during the — for some years required that, in the case 
cannot be realized, that cannot be paid — great depression of a decade ago is the of new listings, inventory accounting 
out in dividends, are of no use to him, — best argument that can be offered for methods be specified. All its contracts, 
he will prefer the assurance, if he is — its use. old or new, require that changes in 
logical, that profits shown are available What it is desired to stress in this accounting methods be announced. 
for disbursement. He also has the con- article, however, is that, whether for Such information is immensely impor- 
solation of knowing that, to the extent — good or not, an accounting change is tant and can be of great benefit to the 

least that inventory book values are taking place, one that not only affects investor, but only if he, or his banker, 
affected by the change, his investment the fortunes of investors, but that ma- broker or other financial adviser, avails 


is protected in a declining market. The  terially alters the figures on which they himself of it. 





MONTHLY STATISTICS—NEW YORK STOCK EXCHANGE 
1941 1940 
MONTH END DATA DECEMBER NOVEMBER OCTOBER DECEMBER 
1. Shares Listed Pia ee Pe) oY Gee ae co oan SE 1.463 1.464 1.465 1.455 
2. Share Issues Listed . . ae Wer ait al al ec ee ea ae ee 1.232 1.234 1.236 1.230 
3. Par Value of Bonds Listed ; wie Sa fabs Sei ae So) vo CED 58.237 57.821 57.856 54.169 
4. Bond Issues Listed . . . . es eM ee ping a 1.173 1.281 1.274 1.295 
5. Total Stock and/or Bond iene a ee ee 1.208 273 1.276 1.284 
6. Market Value of Listed Shares . . . . . . . . ). . (MibLS) 35.786 37.882 39.057 11.891 
7. Market Value of Listed Bonds . . . .. . . . . . (Mil.$) 55.034 54.813 55.107 50.831 
8. Market Value of All Listed Securities . . . . . . . (Mil.$) 90.820 92.695 94.164 92.722 
9. Flat Average Price—All Share Issues . . . . . .. . (8) 36.06 37.89 38.41 39.40 
10. Shares: Market Value = Shares Listed . . . . 2. . . CS) 24.46 25.87 26.66 28.80 
11. Bonds: Market Value — Par Value . ....... (8) 94.50 91.80 95.25 93.84 
12. Stock Price Index (12/31/24=100) . ....... (%) 8.7 51.6 53.2 S72 
13. Shares in Short Interest . 2. . 6 1 6 se st te so (Thom) 349 153 15 159 
14. Member Borrowings . . . i « ~ = @ » SS) 389 136 144 - 
Per Cent of Market Value of L hoed Siiene ine ee ee we 1.09 1.15 1.14 . 
15. N. Y. S. E. Members’ Branch Offices . . . . . . . . (No) 869 870 87 978 
16. Total Non-Member Correspondent Offices . . . . . . (No.) 2.913 2.983 2.984 3.386 
DATA FOR FULL MONTH 
17. Reported Share Volume... la tee eo de ee 36.390 15.047 13.152 8.397 
Daily Average (Incl. Gesentens) at oe we a oe a e CD 1.400 684 506 736 
Daily Average (Exel. Saturdays) . . . . . . . . . (Thou. 1.521 785 552 776 
Ratio to Listed Shares . . Sy oe oe 4 2.49 1.03 0.90 1.26 
18. Total Share Volume (Incl. Odd Sens bas tiw ki a @ (oe 19.099 16.868 23.691 
19. Money Value of Total Share Sales . . 2. . 2... . . «6¢ Thou.) $22,123 $11,779 596.796 
20. Reported Bond Volume (Par Value) . . . . . . . (Thou.$) 224.737 140.716 178.899 211,237 
Daily Average (Incl. Saturdays) . . . . . . . . . (Thou.S) 8.644 6.398 6.881 8.449 
Daily Average (Excl. Saturdays) . ...... =... (Thou.$) 9.31 7.337 7.308 9.027 
Ratio to Par Value of Listed Bonds . . . . 2. . 1) 6%) 387 243 313 390 
21. Total Bond Volume (Par Value) ..... . . . . (Thou.$) 145.416 189.947 221,475 
22. Money Value of Total Bond Sales . . . . » = =< CBiem5) 76.382 109.888 103.243 
23. N. Y.S. E. Memberships Transferred . . . .. . . . (No.) 10 6 5 10 
TREUNI EEID soi col. ss as ae ee SS ke Se 21.250 23.000 26.400 33.857 
24. Stock Clearing Corporation: 
Average Price of Settled Shares . . . 2. . 1... OS) 17.3 19.5 214 21.8 
Notes: Items 13. 14, 18. 19, 21, 22 and 24 are as of ledgers which normally reflect transactions up to the close of the 
second full preceding business day. *For description of new series, see Member Borrowings Release of Feb- 
ruary 3, 1941. 

















T HERE'S something titanic about it! A part of every dollar you invest 
in United States Defense Bonds will zoom aloft with the 185,000 war 
planes . . . crash through enemy defenses with the 120,000 tanks . . . 
cruise the seas with the 18,000,000 tons of new ships which America’s 
Campaign-For-Victory is producing. 

Your duty to help? Far more than that. It’s the greatest privilege 


you have ever enjoyed . . . in defense of your nation and your homes. 


Buy Defense Bonds Today 








